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Hl Wil HE chart above shows the fluctuations of 
eon il — urban real estate activity, foreclosures, 
| 








Hi and rents in the United States from 1870 

20 to the present. The chart to the left is the 
| last four years of the upper chart enlarged 

FORECLOSURES 

LU no to show monthly fluctuations. This chart is 

| We explained in detail in the article starting 

| on page 632 in the November issue. 
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REAL ESTATE ACTIVITY 


Nica Residential rents for March show a 
T continued increase for both the single dwell- 
ing and apartment types. The increase for 
March of three-tenths of a point for all 
types continues the steady increase experi- 
enced during the past three years. 
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Real estate activity, shown by the 
black areas on the chart above and on the 
| chart to the left, and measured by the number 
" of voluntary transfers of real estate in 
| relation to the number of families, shows a 
-40 | | 40 slight improvement for February. While tempo- 
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rary recessions are to be expected, the trend 
sol | H H} 30 since 1933 has been definitely upward; every 
TTT 

| poained tana aimee factor is favorable for the continued improve- 


ment in market conditions during 1947. 




















































































































REAL ESTATE ACTIVITY 


-60! THIS MONTH 69 - 20.3P4 20 


LAST MONTH 73 200 - 20.7 

MTTTTTITTTT il ii THINITITIT Our national index of foreclosures 
| | shows a marked drop of four points, or 5.5%, 
| | from the figure of the preceding month. This 
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| 
LU It © is the lowest point reached in the last six 
years. Actual increases in net income from 
s increased rents and occupancy tend to lessen foreclosures, and anticipated 
e a increases in net income tend to maintain an orderly liquidation of prop- 
erties held by unwilling owners, which results in stimulating market ac- 
tivity and values. 
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HOW DO INCREASING CONSTRUCTION COSTS 
AFFECT THE VALUES OF OLDER BUILDINGS? 


ORECASTS are of value only if they correctly predict the future. This 
_— that the value of any specific forecast cannot be determined 

until it is too late to use it practically. The man who waits to test 
by actual performance the accuracy of the forecast that the stock market 
will advance -ten points in a given time is convinced too late to profit 
by the rise. 


We think it is possible to forecast real estate movements with 
reasonable accuracy some period of years in advance.e As proof of this 
statement we refer our clients to the back files of our reports, available 
in many of the principal libraries of the United States. 


In the Real Estate Analyst for January, 19433, we published an 
article on the probable effects of an increase of construction costs on 
the values of buildings then standing. 


Construction costs of residential buildings had been dropping 
Since 1925 and had hit a very low point in the spring of 1944. During the 
next three months they showed a slight rise, followed by a rather rapid 
increase in the month of July. We assumed in this article that residential 
replacement costs would increase by more than 70% by 1938, an assumption 
which we believe shocked many of our clients. We showed this assumption 
in a large chart on pages 16) and 165 of that report, and we have repro- 
duced that chart below. 


In order to bring our study at that time down to a factual basis 
we based it on a study of the changes in the replacement cost of a typical 
four-family building actually built in St. Louis. We were able to re- 
figure this building in detail year by year from 1907 to 19433. A photo- 
graph of the type building we used together with floor plans is shown on 
page 699 in this report. A complete description of it with detailed tables 
showing the variations in cost of the various types of materials, labor, 
and overhead was given in the Real Estate Analyst for October, 1932. 


Had this building been built in 1907, its original cost ona 
forty foot lot would have been $11,690. It could have been duplicated new 
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at the time our report was written in 1933 for $11,600,or almost the exact 
amount of its original cost. The fluctuations in the replacement cost new 
each year, including the lot,were shown by the top line on the chart,which 
we have reproduced below. Our forecast, drawn at that time on the chart, 
of the increase in construction cost from 1934 to 1938 was shown by the 
shaded line. A table accompanying this article showed that we expected the 
replacement cost to advance from the $11,600 at that time to $17,400 by 
1937. The replacement cost of this building today is $17,920, or $520 
higher than our forecast of four years ago. The actual course of replace- 
ment costs during the four years since this chart was first published has 
been added to the chart by the stippled line. We expected costs to advance 
by 50% in four years, but they advanced by 53%---so much for the accuracy 
of our construction cost forecast. 


We have frequently been asked the question, “How do increasing 
construction costs affect the values of older buildings?" There seems to 
be little question in any one's mind that, as construction costs go up, 
buildings built within the last few years will appreciate in value; but 
there seems to be more question concerning buildings built ten, fifteen, 
twenty years or more ago. Will increasing construction costs increase the 
value of these buildings? 


It might be well to define our terms before we go any further. 
Let us get clearly in mind what we mean by replacement cost, market price, 
and present worth. By replacement cost we mean the total cost of replacing 
@ property new. In this replacement cost we include not only the actual 
cost of labor and materials but all overhead items as well, even including 
interest during construction, financing, the cost of sidewalks, sodding, 
and other essential expenses. On the chart on pages 696-698 in this 
report the replacement cost of the four-family building shown in the 
photograph has been quite carefully figured from 1907 to date. The top 
line of the chart shows this cost for this specific property expressed in 
thousands of dollars. The table below shows the same data in dollars and 
in percentages of the 1926 level. 


YEAR COST 1926=100 YEAR COST 1926-100 
1907 $11,690 62 1924 $18 , 703 99 
1908 11,541 61 192) 19 ,573 10 
1909 11,65 61 1925 19,923 106 
1910 11,379 60 1926 18 ,8h2 100 
1911 11,386 60 1927 17,96, 95 
1912 11,521 61 1928 17,748 9, 
1914 11,599 62 1929 17,073 gl 
1914 11,525 61 1940 15 ,67 83 
1915 11,545 61 1931 14,2 76 
1916 12 133 Sh 1932 13,10) 69 
1917 13,43), 71 1944 11,600 62 
1918 1h 554.0 igi 193), 1,000 7h 
1919 16,18 86 1945 1,800 79 
1920 20,0 106 1936 15,300 81 
1gel 17,597 93 1957 17,920 95 


1922 17,419 92 
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Market value would represent the liquidating value of the prop- 
erty at any time. It is the amount which the property could be expected 
to bring were it necessary to sell it within a reasonable time in the cur- 
rent market. Market value depends entirely upon the relationship of the 
supply of, and demand for, similar properties. In a boom market the demand 
will be greater than the supply, and market values will rise above worth. 
At the bottom of a real estate depression the supply of similar properties 
for sale will exceed the demand, and market values will fall below worth. 


By worth we mean the value of the property as an investment. 
This worth depends entirely upon the present value of all future benefits 
which can be secured from ownership of the property during its remaining 
economic life. Over a long period of years worth is determined by replace- 
ment cost less accrued depreciation. By this we do not mean that any 
piece of property at any time would bring on the open market what it would 
cost to replace less accrued depreciation, although many appraisers 
assume this to be true, confusing worth and market value. 


Accrued depreciation is a permanent loss to the worth of the 
property unless it is mitigated by physical restoration and modernization 
of the property itself, or by economic rehabilitation due to favorable 
changes in the neighborhood. The changes in market value are temporary, 
as decreases or increases are brought about by changes in the relation of 
supply and demand. 


Increases in real estate activity or in construction costs may 
make real estate increase in market price faster than depreciation deduc- 
tions carry it down. 


Now with our definitions out of the way, let us return to our 
four-family building. Had this building been built in 1907, thirty years 
ago, considerable deterioration and obsolescence would now have taken 
place, both in the building and in the neighborhood. The government would 
allow us to deduct for this depreciation at the rate of two per cent a 
year, a percentage which we believe is too high on many types of property. 
But because of the speculative nature of the building we are considering, 
a fifty-year economic life is probably approximately correct. 


Two per cent a year is what is known as straight line deprecia- 
tion. We do not believe that depreciation ordinarily follows a straight 
line, as our studies have indicated that it is more rapid in the early 
life of the building and slows down as the building gets older. For the 
purpose of this study, however, we are accepting the two per cent a year. 


In 1907 the building and lot cost $11,690. If we deduct our 
depreciation at the rate of two per cent a year from the original cost of 
the improvements (the ground does not depreciate as the building does), 
the value we would find in any given year is indicated on our chart, pages 
696-698, by the gradually declining line, until in 1956 the building would 
produce only enough revenue to pay a return on the ground and would have 
practically no value. In 1947, on this basis, the value of our property 
would be $6,076. As this value is very-much below the amount for which 
buildings of this type, thirty years old, are now selling, even ina de- 
pressed market, this method of determining worth has clearly no value. 









































The fundamental fallacy is, of course, deducting our accrued 
depreciation from the original cost. This method would be justified only 
in a period when construction costs remain constant. Accrued depreciation 
should be deducted, not from the original replacement cost but, from the 
current replacement cost. On that basis the worth of a building built in 
1907 would have varied roughly in accordance with the lowest line of the 
band on the long chart. This line deducts two per cent from the replace- 


merit cost in 1908, four per cent from the replacement cost in 1909, six. 


per cent from the replacement cost in 1910, twenty per cent from the re- 
placement cost in 1917, forty per cent from the replacement cost in 1927, 
and sixty per cent from the replacement cost in 1947. Checking against 
actual properties on the market, we believe that this line does represent 
roughly what has happened to the worths of properties of this type built 
about that time. Market price will vary slightly from the worth line, 


being below it during a period like the present when real estate activity 


is below normal, and above it ina period like 1925 when real estate 
activity was at the peak. 


While the bottom line in the band on the chart represents the 
theoretical fluctuations in worth from 1907 to the present, the intermedi- 


ate lines show the same thing for properties built in the years shown by 
the figure to the right of the line. 


It now becomes possible from a study of the chart to get some 
idea of the approximate increase or decrease in the worth of a property of 
any given age as construction costs increase or decrease. if a property 
built in 1944 is taken as an example, it will be found that, in spite of 
the fact that this property is now four years old, its worth has increased 
from $11,600 to $16,700, or an increase of 3%. The increase in market 
price is less than this, as actually there is some lag in the effect of 
construction costs on values. Contrast this, however, with our building 
built in 1907, which in 1944 according to our chart had a worth of about 
$6,500. The increase in construction cost has increased the worth of that 
property in spite of four additional years of depreciation, until today it 
is approximately $8,500, an increase of about 31%. In other words, the 
older the building the less its worth is increased by an increase in con- 
struction costs. The worth of an extremely old building will not increase 
at all, although the market price will increase, as in a boom market’ the 
public buys without discrimination, and the general buoyancy of the market 
carries up the worthless property with the good. 
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RESIDENTIAL BUILDING BY REGIONS 


HE charts below show the volume of residential 
building in various regions by months for 1935, 
1936, and January of 1947. The tall chart at the 
right is drawn to the same scale as the smaller 
charts and compares the present volume of building in 
the United States with the volume for a number of 
past years. On each chart the volume of new building 
is expressed as the number of new family accommoda- 
tions provided per month for each 10,000 families. 
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NUMBER OF NEW FAMILY ACCOMMODATIONS PER MONTH PER 10000 FAMILIES 
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AVERAGE ADVERTISED SINGLE FAMILY DWELLING RENTS 1935- 1937 
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SEATTLE TULSA HE charts above show the monthly fluc- 
oe oe tuations in average advertised rents 

~~ cil for single family dwellings from 1935 
| to the present; those charts below, the 

See ee ae ee ey a average for heated apartments. The per- 


AVERAGE ADVERTISED APARTMENT RENTS 1935-1937 


COPYRIGHT 1937~REAL ESTATE ANALYSTS,INC. 
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measured from the bottom "0" 
scale; and all decreases,from the top "0" on the right. 


on the left side 
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SEATTLE centage of change in the rents of any city shown on 

these charts can bé approximated by using one of the 
_ scales to the lefty All increases in rents should be 
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ADVERTISED RENTALS ON DWELLING UNITS 


. HE Real Estate Analyst computes the aver- months of a larger numper of either high or 
. age advertised rents of single family low > —o units. See the special note on 


dwellings and heated apartment units each page 663 of che January, 1937, Real Estate 
month in the twenty-six metropolitan cities Analyst for an explanation of certain peculi- 
listed below. The figures given are average arities of these figures. 
rents per month per room’for all units of each 
type, large and small, advertised in the The March figures are preliminary, based 
classifieG columns of the leading newspapers on the advertisements appearing during the 
of each city. The average of all places ad- first two weeks of the month. In a majority 
vertised for rent will vary considerably from of the cities these preliminary figures are 
month to month due to the inclusion some above the final figures for March, 1936. 














/ I936 YY 1937. 
Mar. Apr. May June July Aug. 4 Oct. Nov. Dece Jan. Feb. *Mar. 
Atlanta $6.71 $6.97 $7.15 $7.39 rs $7.50 $7. P $7 43 #720 $6.75 $6.6) #6 «30 $7 +04 
Baltimore 5095 5097 5089 5299 =86-02 5671 5-9, 5-95 6405 5-95 5-80 5.8) 6. 
Birmingham 5-06 5.03 h.87 5.00 5.18 5.3 293? 5230 5229 5256 5-64 6.13 5 
Boston Tel7 715 095 7-0) 6.72 7-16 7 GP > 77. 1-0 7026 72335 7216 
Chicago 10.32 10.37 10.11 9.63 9.12 9.96 9.60 9.80 9.10 7.86 9.06 10.12 10.91 
Cincinnati 8.35 8.68 8.65 8.93 9-48 9. 9.90 9-81 9.83 9.50 9448 9.261 10.07 
Cleveland 7°66 8.40 8.67 883 : 6 3:64, 9-55 9-95 9-73 9-0 9.06 6:95 9.11 
w Columbus 2 oh 571 25495 46423 be 6.98 7.03 1-32 7253 128 7eh9 Te 79 
) Denver . 2 a2 6.17 6.67 6.80 6.65 7.05 7-18 7.26 71h 7.36 7. 75 
Z Detroit -12 8.56 8.79 8.51 8.09 8.453 9.11 9-66 9.69 9.25 9.11 9-20 943 
J Houston 6.8) 7.20 7.47 7.81 8.09 8.86 8.90 9.05 9215 8.75 8.65 8.56 8.87 
lj Kansas City re a 4°29 on 28 5.15 es 5.05 h.oh 4.98 5.02 5. 5.5 
| = Los Angeles 7h 8.95 80 81 $2 10.15 10.3 B87 11.05 11.12 yd 11.) see 
) O Milwaukee fe 0 8.59 ef 8.26 88 8.80 8.55 8.81 8.70 8.25 8.0) 8.10 8.6 
> Minneapolis ot9 6.69 6667 6667 6671 7.05 7220 7-05 6471 6471 6675 6433 7.08 
4 
— New Orleans 5-28 5.25 5-38 5.66 6.11 6.75 7elhl 7-53 7-05 6.11 5.58 5.60 6.02 
New York 11.0 a ae 11.71 11.40 11.61 12.50 13.23 143.2 12.12 11.52 Fr 12.7) 13.72 
i. Omaha 6.34 6.38 6.36 6.57 6.62 6.69 6.66 ai 6.32 6.0) 5.98 6.40 6.11 
Philadelphia 5.52 5° iP 6.01 6.03 6.11 6.30 6.30 6. 6.88 6.99 6.92 6.77 6.70 
€ € UW Pittsburgh (-* ae 2 7-89 7-67 7-78 8.25 8.20 8.20 8.25 8.43 8.80 9.04 9.49 
O 
Richmond 6.98 018 6.96 7.21 7-32 7-52 7-h6 -69 7-98 8.25 7.8 59 7-32 
© saint Louis 6725 Sin: 6.72 fe fhe [22 5-20 §:3¢ Fone It 20 j: g Se 
“Salt Lake City 549 5.58 5-91 6430 6.70 6.60 6.26 3°37 oll 6.3 52 6.48 49 
San Francisco 7.36 74.36 Joe [38 ell 7-55 8.34 8. 9-15 9-10 9435 9465 9.65 
Seattle 5 e5L 5270 5e 209 19 =x x x 6.40 6.58 6.49 6.61 
Tulsa 6.56 6.42 6.48 7.11 7-67 7-97 8.00 7.96 7-6, 71 7-355 7eh3 7-64 
Atlanta 10.42 10.00 9.71 9.82 9.89 10.13 10.10 10.33 10.1) 10.37 10.01 10.02 9.73 
Baltimore 12.02 11.65 10.7) 10.09 79 9-8 3°24 2-22 9-65 9256 9-94 10.01 9.95 
Birmingham oa) 8.45 8.59 8.26 o27 8.52 8.46 98 9.01 9228 9.26 9.13 9.02 
Boston 11.68 11.13 11.59 11.80 12.05 12.20 12.18 ge 11.08 10.38 9.7 2°29 9.48 
Chicago 12.14 11.86 11.25 11.23 11.1) 11.32 11.47 11.66 12.08 12.28 12.58 12.80 13.15 
Ww) 
- Cincinnati 11.47 11.45 11.40 11.57 11.71 12.01 12.81 13.30 13.32 12.43 12.20 12.12 12.)3 
Z Cleveland 10.77 10.82 9.97 9.60 9.79 10.25 11.10 12.25 12.46 Le. 12.17 12.19 12. 2h 
Columbus 9.9, 10.16 10.20 10.41 10.62 10.50 12.13 10. af 11.59 11.60 12.14 12.14 11.89 
Denver 11.2) 11.16 10.76 10.31 9.9) 10.02 10.92 10.86 12.59 12.0 12.43 12.55 12.62 
k Detroit 10.70 10.93 10.79 10.65 10.27 10.05 10.32 10.68 11.08 11.28 11.32 11.45 11.69 
Zz 
lJ Houston 8.59 8.53 8.70 8. 9.28 9.03 9.31 9.87 10.12 10.58 10.50 11.26 11.20 
= Kansas City 7234 6 .86 6:41 6°18 6.51 6.40 6.79 ae 6.76 6.99 7233 7ehO 7eht7 
| - Los Angeles 12.79 12.82 12.33 12.32 12.28 12.21 12.36 12.51 12.2 12.52 12.79 13.41 13.07 
| @ Milwaukee 10.02 9.95 4 R22 60 9.02 re 8.97 8.96 9.22 9.65 10.10 10.62 
& Minneapolis 9.59 9.57 13 8.58 8.50 9.00 8.95 9.0) 8.95 9.31 9.22 9.58 9.58 
< 
New Orleans 8. 8.01 8.0) 8.17 8.36 8.32 8.67 8.45 8.3) 8.11 8.31 7.90 8.79 
O New York 17°h6 17.20 16.97 16.74 17.02 17.88 18.5) 19.30 18.95 18.90 18.8) 18730 18.81 
lJ Omaha 10.00 9.73 9.90 10.11 10.28 10.32 10.47 10.30 10.20 10.42 10.74 11.12 11.07 
+ Philadelphia 13.08 13.235 13.08 12.9) 12.45 12.37 12.98 13.30 13.62 14.58 1.90 15.80 15.21 
= Pittsburgh 10.96 10.82 9.93 9.42 9.29 10.28 9.80 9.95 9.65 9.72 9.90 10.80 11.51 
I 


Richmond 9-41 9.75 10.01 10.53 10.29 10.31 ee 10.52 10.60 11.21 11.50 11.50 10.86 
Saint Louis 10.17 10.37 10.38 2°22 he 9.44 9.69 10.0) 10.33 10.47 10.29 10.28 10.1) 
098 9 


33 
Salt Lake City 9.50 9.16 8.98 9037 9-10 9.21 9.16 9.29 9.58 9.76 10.01 
San Francisco 11.93 11.83 11:01 11.02 11.01 10.67 10.73 10.96 11.42 12.17 12.63 143.05 13.58 
& & Seattle 10.54 10.60 10.50 10.56 10.46 x x x x 10.32 10.65 10.79 11.01 
] *Preliminary 





xNewspaper strike 
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FACTORS AFFECTING REAL ESTATE IN ST. LOUIS 
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Louis on the assumption that an exhaustive study over a long period 

of all factors affecting real estate in one representative commnity 
is often of greater value in determining the sequence of events in col- 
lapse and recovery than is a general study of the entire country. 


R= Estate Analysts,Inc.,has made an intensive study of Greater Saint 


Foreclosures dropped to the lowest point in Greater Saint Louis 
for February that they have reached in eighty-four months. Other than 
this, Saint Louis ran counter to the national upward trend in real estate 
activity for the month. Sales, corrected for seasonal fluctuation, dropped 
slightly, as did new building and marriages. In Saint Louis, as in many 
other communities, construction costs are too high in relation to average 


selling prices to enable the speculative builder to operate ona large 
scale. 


Total residential vacancy in Saint Louis increased slightly in 
the period from February 8 to March 8. The number of vacant residential 
units for March of the last four years is shown in the table below in con- 


| trast with November, 1932. 








Date Vacancies Vacancy % 
November, 1932 28 ,207 12.8 
March, 193) 17,550 78 
March, 1945 13,600 6.1 
March, 1936 9,110 el 
March, 1937 8,580 39 


MONTHLY FLUCTUATIONS IN RESIDENTIAL VACANCY IN ST.LOUIS 


20 ee — = aed masciiieasaetaieieiaiaaiaiata an 
ALL TYPES SINGLE FAMILY TWO FAMILY OR MORE FAMILY ut) «=APARTMENTS 









THIS MONTH 2.0 ill 
LAST MONTH 1.91) 
YEAR AGO 1.6 Lh) 
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URBAN FORECLOSURES 
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